by LAWRENCE BRIDGE

Inventory Gondition in the Current Recovery

Sieck Accumnlation Coniimues, but at Modest Rate
Inventory Requirements Being Met at Lower Levels

BUEINEESinvesunent in inventories,
which contributed importantly to last
spring’s upturn in output, has added
Hittle to the sizabls further advance in
groas national produet during thesecond
belf of 1961. Stock neeumnulation hos
eontinued, accompanying the expansion
of businass sales to naw highs, bué the
agasonally adjusted volume of such in-
vastment hos been littln chonged, A
continuontion of thoz pattern is suppestod
by the survey of manulacturers’ antici-

pations conducted lnte last yeor which
found that inventory additions in the
initinl quarter of 1962 ars expected to
equal those in the last two quartem
of 1961,

The rige in manufacturing and trade
inventories in the finol quarter of 1961
wine about equol t0 the sensonally nd-
justed annual rate of $4% billion in the
third quarter (see chart). While inven-
tory rebuilding was less in the spring
fquarter, the largs shift from  lase
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wintor's disinvestment (2t n 34 billion
nonual rete) played ¢ major role in the
increased flow of orders and production.

A fenture of 19891 developments was
the coincidental timing of stock aecu-
mulation and the recovery in GNP final
demand: 28 a result of its unvsually
prompt  turnaround in the second
quaréer of last yenr inventory invest.
ment thvz for in the current expansion
has bean higher relative 10 the rise in
(NP than in tke initial recovery prriods
of oearlier postwar recoveries. The
ratio of stocks held by all business firms
to GNT ot the end of 1961, howevar,
was lower than its postwar average, and
quite close o those in the finnl quorter
of 1058, snd in the opening quarters of
1250 and 1955, ell periods when recover-
ies bad been under way for aboub 9
menths.,

Az can be seen in the chort, the first
quarter 1961 liquidetion was concen-
trated wmong retoil sutomotive dealers
nad the durable goxls manufecturing
industries, Subsequently durable goods
mupufacturers have been pebuailding in-
ventories, while stocks of durables at
troga establishments showed only minor
uctustions axound the reduced spring
levals. Producers end disttibutors of
pondursble goods, howevor, have
tended to incremse stock holdings
throughout 1981,

Factors moderating stock nvestmient

The apparently eaations invantory
policy baing followad by husiness stems
from aevernl {actorz induding both
tempornry and longer run inflaences.
Mozt importantly, the economy has
been oporating well below capacity in
recent years nnd, except during periods
offected by indastrial strikes, virbually
oll goods have been in ample supply,
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Prices have reflected this sitvation and
have boen relatively stable for finished
goods ond samifinished compotsents,
while for basie matevials, whera tom-
petitive conditionz are even more in-
tense, thay have remuwined on the
average persistantly below the level in
the late 1940%, except for the Eorean

i [}eri.ﬂd.

In addition, businessrnen have be-

- come more conseiouz of inventory
. ecarrying costs porticulerly in view of

declining profit margins and high cost
of horrowing. Given the above devel-

. opments, management hoa not felt any
* urgeoey in inventory buying beyond

S i N by

immediats requirements for production
and distribution, snd even thess re-
quirements have spparantly Been mot
at minimum levals.

Some special factors should alse be
noted. Inthe key nutomobils induetry,
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production was tightly echeduled in
Ine with retail deliveries throughout
1961, After the initial reduction last
winter and enrly spring, stocks have
been held in the 700,000 fo 80C,000
cor range—a low level by recent experi-
ence, ns the consiantly enlarging
pumber of models wnd consurner
choice aveilable has operated to re-
guire higher etocks, If these stock:
ara rebuilt to the velume maintained
through moat of 1060 and the Arst
quarter of lnst year, the resuit would be
s sizable—though short-run—addition
&0 invenbories.

The coming wage negohintions in
steel may bave sn unsetiling impaot on
this year's inventory movementa romi-
niscent of the 1989-80 experionge,
Simable stocking of ateel during the
first half of 1982 would likely reduce
second balf demand regordless of the
outcome of the wage talks.

Inventory Condicien: Three Tests

The primary requiremant in an eval-
ation of the adequacy of inventory held
by an indusiry or a firm oé any par-
ticular point of time is an approise] of
both the current nnd prospestiva level
cf snles or sutput. Sush a devived
judgment will be (empered by addi-
tional fnctors such ss the availability
of materinls, price expeotations, mnd
finansing costs.

Thie section will atéempt to nppraise
ths current position of manufacturing
stovicz using three procedurss. These
procedures are different in parspectiva,
although sll rely on the levels and
changea in enles and, in some crses,
unfilled orders. TFor major manufac-
duving induatrise comparisons will be
mids (1) betwsesn current and past
stock-sales ratios, (2} between actual
volues of inventories and “expected”
viluez baesd on correlation techniques
and (3} rizing informotion available
froem OBE’s aurvay of soles and inven-
tory expectetions on how monufactnres
view their inventory condition “in re-

* Intion to their sales and vnfilled orders

position,” The firet, two tests will also
be weed in forming n judgment on the
current position of tride stocks.

Soma guelifications should he noted
in using thess dnia, ¥irsi, stook-salea
rebive show lapge eyoliont fAuctuntions,
ahd generably vary inversely with sales
movements: comnparisons to bs valid
must be made between periode in
similer stoges of the cyele. At the
current stnga of the recovery—ia.,
prior to its matwrity—the ratios should
bhe, and are, wall below thosa of loasi
wintar whon snles in most industries
and Eradas were ot eyelical lows,

Secondly, it bas been found thed
monufaetures only inftequently clas-
pify their inventory holdings ns “low"—
s potable exception occurred during
the 1950 pteal strike—but inatead a
gomfortabla majority usually categoriza
them ns “aboui right,” wnd mwst of the
remainder find them “high ’?l The
approisal of inventory condition ia
therefere based primarily on compari-
sons of surrent and past proporiions
clagsified as “hipgh.”

Cowmprrieons of thes reported in-
venlory conditione and slock-sales
ratios in recent periods are shown in

1. Thisis reon (lly dlseissed In te A ugos: (861 BORVET.
pag: K
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table 1. The book values of ioven-
tories held by producers of elestrical
machinery, nonelectrical machinery, fah-
rionted metsl products, fransportation
equipmant, textiles, petrolenm prod-
ucts, and chemicals in Jate 196 are
found to be on the low side by these
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menzures, us well ns by ther postwar
relotionshipe to snles.  Stone, clay, and
glaga atocks apponr to be somewhat high
aocording to the eorreletions and the
companies’ svelogtions, while the stook-
sales ratio is little difforont from 1958,
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Both the correlatione and the stock=
snles Totioa shaw primary metals stocks
te be high, although this finding is
apparenily not supperted by the manu-
frcturers’ own views. In this instance
it mpy very well be that produceranre
not. digturbed by the apparent henvi-
negs in stocks relative to sales in view
of such factors as the coming steel
wige negotintions and the greatly hm-
proved prospects in the nuto market

DURABIE GOODS MANUFACTURERS
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which is tha primary consvmer of this
industry’a products.

Tha 1961 fall shutdowna in autos
affect the “calenlnted” walue of stocle
based on the regresion with lagged
sales. After o rough nllowanes for
sales loat due to the sirikes, motor
yehicle comphnies’ stocks at the end of
November were nbouf in line with ax-
peetations frow the postwar relatione
ghip; their stock-snles raéio was ebout
the same as in vhe Tll of 1958, although
higher than in similer stages of the
1950 nnd 195656 recoveries. Stocks of
food und heverage comtpanies were nlso
gbout in line with pnet ratios and re-
lationships 6o sales. Manufacturers of
metor vehicles and foed viewed their
Soptember 1961 inventories more favor-
ably than in other recent periods.

Tha correlations implied thot stoclks
held ot durable nnd nondvrable goods
ratatlens in November wure abont in
line with expected walwes. Thias holds
for ¢he lumber-huilding moterials-hard-
wnre and food groups; these findinge
rre generally supported by the stook-
anles ratics. On the other hand, the
measures indioated that stocka ab pen-
ernl morchendise and furniture-appli-
npoe stores were somewbol low e they
ctibered the Christmae shopping season,

Apporel stocks appeared 6o be a listle
on the high side when appraised by the
correlation, but about ripht agcording
to the stocl-anles ratio measure. The
gorreintion nlso found automotive danl-
sre’ atoaks to be somewhal Ligher than
suggestad by thsir nversge postwar
relationship to lngged snles.  Thia resulé
i higbly questionable, howevsr, sinee
the introduction of many new brands of
onls in veepnt Fenrs hae raized inventory
requirements eonsidernbly nbove the
earlier postwnar exparionca.

Summing wp, the corvelations, the
gloek-anles ratioe nnd mpoufaetirers’
reports nll suggest that most industriss
are cucrently operating on o relatively
low welume of inventory. In only &
fow nrens do etocks appoar high in
historieal perepeative. Focusing on the
nggregates, the durable snd nondwnble
goods groups in manufacturing and
wholesaling all appear to ba opernting
on rather conservativa stock levels,

In ratnil trade, both major groups
appemt to be about in line with snles,

January 1542

althongh the durabla goods’ stock-sales
ratio 13 low, This apparent inconsist-
ency refleate the striking increase in
durable goode sales this fall, which
affects the up-to-dnte ratios but is not
adequotely bandled in the lagged-sales
correlationz, If November-Decembaor
sales ave introduced into the correla-
tione, there is a suggestion thap the
nggregate current lovel of inveniories
will hnve to bs raised to support
continnation of such n velume of sries.

Accummlation in Manufac-
turers’ Stocks Underway

The 1960 busingss downtorn wos

svident envlier in mnanufneturing than
in most other sestors: Total manufac-
turing seles nndt orders peaked as sarly
a8 Febroary 1960; manufacturers’ in-
ventorics peaked 4 months Inter.  Sales
angl ovders turned up in Fabruary of
1981 nnct the decline in inventories was
haltad only one month later, on o sea-
ponnlly adjusted bagis, olthough ae-
cumulation did not really begin uniil
July. .
The 1960 decline in inventories and
the 1031 risa wore entirely eonfined to
the durable goods sector of the econo-
my, as can be seen in the first chart.
Mondurable goods inventories remninecd
virtually unchanged doring this entiro
period, a4 nob surprising result given tho
stability in soft poods damand. Non-
durable snles declined only 3 percent
from April of 1840 to tha low poiné in
Janunry 1961, nod then rose gradually
&0 nchieve record highs lnst fall.

In contrast, durable goods inven-
toriacs, which reached o cyclical peak in
June of 1960, declined by 32 billion
before the spring of 1961 and have sinee
risen o somewhnt smaller amouni.
Durnble goods sales declined one-sixih
from February 1360 to Februnry 1981,
and regained most of the Toss in the
succeeding months of last year, with
vittually all mnjor induestries portici-
pating in the advance.

Primary metels lead rise

Primnry matals producers bopan to
inerenss their stoels during the second
gunrier of 1981, at & time when most of
the maotal-using industries which they
supply wete still cutting inveniory.
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There is some indientinn thot uptuwens
jn primary motals stocka generally pre-
ceda those in mventoriezs held by metal
products fobricators, While suck a
Tend would be axpsetod balore and aftar

_girikes in the metal-supplying indus-

- tries, they aleo hava occurred in the lasé

- throe ¢yclical recoveries. .
t Stocks held by steet and nenforrous
! jnetals comprnies have rizen siowly
i gince last spring, not quite matching
i tha pubstantial rise in sales.

In steal,
tha stock increase hns evidently been
Inrger in finished goods: the proportion

. of finished stesl shipmenis o the pro-

T

=
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duction of eteel hag been running behind
year-ngo relationships since lest April,
sngeesting o buildup of supplies ab the
mill.

MNew orders for primary matals rose
steadily from Foebruary 1961 through
Aagust, leveled off in the saaly fall nnd,
according to preliminary indications,
resumed their rise. The Aow af new

"business iz cwreniy above Yenr-npo

rates but by ne means cqunl to the
record orders received in enxly 1959

A major contributor to the inerease
in manufacturers' inventories in 1961
wag the motor vohicle and parts indws-
try.  Btocls of these companies ross in
the second guarter while liquidation of
durables was still geheral; they nlso
accounted for one-third afl the rise in
total durable goods inventories in the
third quarter, although by thiz time
inerenses wero pravalent.

The patterne of inventory chnnges
in the fabricated motal industry and in
elestrien]l and nonelectrical machinery
bave beem quite similar: liquidstione
starting in mid-19680 and [asting through
mid-1961 followed by rebuilding in
the lagt hall of 1981, The stock in.
creases have beaen modernte compared
to the ndvanees in sales, and aven more
50 rolative to new orders receipts. The
sales and new orders gains bave been
larger for mnchinery companies than
Tor fnbrieated metals producers.

Differential tronds by stoge of fabri-
cation

Some insight into veeent inventory
movements is afforded by the availnble
datn on stocks by stage of fabrieation
(seo chort). Tt may be noted that the
beldings of finished goods, purchased

SURVEY OF CURRENT BUSINESS

materials ond goods-in-process steoks
have historicelly fluctuated in the sama
generpl pattern s total stocks, but
with importent variations in timing
ond in amplitede of change. Goods-
in~provess, boing most closely linked
t¢ ogutput, responds earliest to cyclical
turns, cxcept on a few oconsions when
purchised materials stocks responded
concurrently: Anished goods invarinbly
show the lonpest lng. The lnétor,
being lenat subject to matagomend con-
trol and quite sensitive to uncxpectad
snles changes, wre [requently an indi-
cation of inbalntees with demnand.
During tha postwar period, stooks
of purchbased materinla have declined,
while finished goods have tonded to
vige, rolative to toial inventories and to
safes. Goods-in-process stocks have

7

muintwined a rather constant ratic o
totnl stocks excopt during the Korenn
period when the proportion was sub-
stantiolly rejsad by the inclusion of n
lavgs volume of defensa matarial.,

. In the final quarter of 1960 and the
opening quarter of 1961, durable goods
manulacturas were reducing stotls at
all stages of fabrieation, whila solt
goods producers’ holdings were showing
only minor fluctuntions, The upturn
iz durable geods output and ship-
ments in the socond quarter wos pe-
compnniod, bypieally, by o forther
Lguidiation of purchnsed matarinls, al-
though this wae offset by an nnusuaily
prompt responss in finished goods and
in-process stocks. Ae ean be seen in
the chart, all categories of stocks vose
in the second balf of 1961.
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The mncrease in purchosed materials
wbocks Inst fall was concentrated in the
stecl-using industries: motor vehicles,
fubricated motals and  vonelectricu]
machinery—a developmient that may
contines in the cwrent hall yoar duc
to the coming wage falks in steel.
Primary metals companies, on the
othor hand, while reducing purchassd
matarinls, have areountoed for mast of
the moderates rise in finishad goods
holdings, und have alas been prominent
in the incroase in goods-in-process,
Accumalation of stocks in this [ntter
category has been widespread ammong
the industries reflecting the brond nd-
vaoes in output last yonr.

The =econd panel of the second chart
presents the storks movements relative
to sales. It i8 clent that purchased
materials stoeks seem to he continuing
their downward drift relative to sales.
Hare, a given level of gutput is haing
supported by smaller stocks than nt
plmost any time in the past. The
ready availability of supplies, rapid
communicabions ond transportation
larilitics, and incrensing efficienciez in
muteriols handling have npparently
been effectively wbilized to reduce
meaterials requireiirents nnd costs.

An additional fcoture in this situnation
ia that the backlogs of unfilled orders
are currently detle different Froin 1958
and wel! below their levels in 1957,
1959 and the first half of 1960, wlile
dureble moods sales bave retnned to

record rotes.  Purochased. materiale
stocks do nob appear guite so low when
taken as retivs to seles plus unfilled
orders, as can be see in the third panel of
the chart.

(iopde-in-process atoclks currently ap-
pear to ba about tn line with past poat-
wir peaoveries. For finished gooda
stock-snles rativs in November 1061,
while below a year earlier, are somowhnt
higher than at similar eyelionl positions
in 1058 nnd 19565 in the durable goods
induetries, snd about the same in Don-
durable goods.

Exomination »f commodity data
available in physieal unite finde that
faetory stoclk-sales ratioa for such econ-
gumer producis ns television seis, re-

Jouagnry 1902

frigerators, freezers, washers and driers,
and rongee in the latter months of 1941
were, like the bosl value aggregnies,
below a year enrlier but, except for
televiskon sobs, higher than in the fall
of 1958. 'This was alse druc of lumber
snd cement held ot the mills—finished
goods for thess producers. Among
other bnsic materials held i supplying
plaats, aluminum and lead stocks are
higher relative to sales than in other
rocent years, while copper, pulpwood,
and man-made fibrez appear somewhat
low. Cuwrent stock-salea ratios for
meats, goeoline, synthetie rubber, and
enperphosplinte fertilizer ove not rauch
different from the fall periods of 1958
ond 1960,

Trends in Retadl Inventories

Tha recontly revised estimgies of in-
ventories beld at retail stores (described
in the Deceuber 1961 Survey) are
shown in the chard, sloag with the com-
porible sales data. Book valucs bave
grown at & compound rate of 4 percent
. yeor since 948 ; the growth in physical
wplume terms has been 3 percent, nfter
allowing for the 1 percont per annum
increase in consumer goods pricss over
this peried.

Movements in retailers’ inventories
kave coscly peralleled selss wctivity,
typically after n short lag, singe the
mid-1960Ps. As can he seen in the
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lower panels of $ho chart the stosl-gales
rotios hove hold within narow brnds
since 1958, nlthough the cyelical fluetua-
tions nmeng the durables pre npparent,

There bas, however, been a tendency
in the more recent period for retailers—
especiglly in the nondwabla goods
lines—-t¢ hold & lower complement of
goods relative to the volume of snles.
Somo of the factors in thia downwnrd
drilt have been discussed earlier,
Additionully, however, at this level of
distribution some of the inventory-
cmrying burden can In some cases be
passed bacle to the producer nnd whole-
saler—although presumnbly ot the risk
of losing some immedinte sales,

Recent movemenis

Accompanying the advance in retail
agles ofter the 1958 recession, retail
etocks moved upwards untl November
1860. The rise was relatively the same
a8 the increase in snles from trough to
penls, with both eyclical points pre-
ceding those in stoeks. In the 1940-61 °
recession, declines in sales and stoels
were of short duration, nnd confined
primacily o durable poods. Stocks of
such merchindise fell about ono-tentl:
between November 1960 and April
1881, sessonally adjuated.

With sales maintained on & plateau
between May and September—before
resuming their advence—the total stock
aecumulntion between March and Oclo-

(Continued on p. 18}
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‘and durable goods production. As a
consequenca, ateel ocutput hos tended
io lop reletive to chonges in owverall
produetion, However, the current ex-
pansion in durnble poods and construe-
tion demand should result in an
inprovement in stecl output this year
both in abs¢lute terms nnd relative to
GNP. Ower the longer terim, competi-
tion from substitute matarials snd from
foreign sourses of steel moy be expected
to intensify, eo that the key factors af-

SURVEY OF CURRENT BUSINESS

fecting steel demand will be the behovior
of durable pouds and construction.

This article suggests that by the mid-
fifties, the zatio of durshble goods nnd
constriotion hod regainad, over a period
of more than two decades, its long run
position relative to GNP. A long term
improvement in the ratio of output of
such goods to GNP (ns well ns any
{actors tending ito iocrease the overall
growth rate of the coonomy, of coursa)
would ba favorabla for the steel in-
dustry's markst prospects.

Inventory Condition
(Continued from p. 8)

ber 1961 was less than $X billion, mostly

in sondurables, {see chart), November,

however, saw o 5300 midlion rise

in inventorics,

Auto stocks volatile, other durables
stable

Reotail inventory movements cop-
tinued to reflect largely fuetuntions
in the auto market which are rapidiy
manifested in the automotive dealers’
stocks (2ee firat chart). From b low in
Augnst 1958, such stocks rose about 50
percent before resching o peak in
November 1364, ‘The stendy growth in
the number of new automobiizs hetd
lyy dealers was influenced in lorge part
by the intreduction of compasts into
the sutomobile morket, o [octor which
subseoquently about deubled the number
of cor brands offered for sale. The
number of new cars in stock roee from
around 550,000 in the summer of 1958
to o million in late 1960, With the
evelicnl deoline in sales in the labter
months of 1960 stocks held by dealers
rose t0 & high of close to 2 monkhs’
supply.

In early 1941 manufacturers trimmed
production to bring shipments more
nenrly in line with demand. Before
levaling off in April, dealers’ inventories
declined move than one-fifth, nnd then,
as noted earlier, held at about 800,000
new ¢ars, sensonclly adjusted, through
the end of last year, The leveling of
stocks wos in part related to the nuto-
niobile strikea that limited production
in Septembar an<d Ootober, whils the
ahnep rise in asles of nutomobiles in the
final quarter of 1661 about matched the
rising flow of emrs from the factory.
The stock-sales ratio deelined to 1.6 in

Deceruber, down about one-fifth from
the previous high.

Sales, and consequently, inventory
movemanta gt furnifure and appliance
stores and ot lnmber, building materialae,
and hardware dealers in recent years
have shown o close associntion with
residential construction activity. From
1953 to 1960 housing outlays declined
shout one-tenth; beginning late in the
fivat, guocter of 1981 the rate of vesi-
dential gonatruction improved. Sales
of furniture ond applisnces fell off some-
what shortly siter housing expenditures
pezked in mid-1959 end exhibited weak-
ness theoughout 1960, There has been
& moderate pick up sines the first quar-
ter of 1961. Inventories at those estab-
lishments had risen slowly bepginning
early in 1859 to rench o high of $2
billior i mid-1950. A ropid decline,
however, that began in Saptember 1960
brought the book value of inventories
down and by April 1961 it was back to
that of early 1959. In the pest &
months the invantery haldings in these
stores have basn quite stable.

Soles by lumber-building moterials-
bardware dealars had besn drifting
glowly downward since 1858, Inven.
toriea rose slightly between 1950 and
1960 so that the stooleaalss ratio rose
in the =sseond half of 1960 to & rate
avernging about 2,6, a figure not moch
different from that in the mid-1950's.
While enles have heen improving sinoe
May 1061, inventorier wove redueced
further, lowering the stock-sales ratio
to ahout 2.5.

Nondurables—slots growth

Tha book value of inventorics at most
nondurable goods stores is geucrally nt

13

record rates, ne are seles. As enn bo
saen in the chart, changes in stocks
have tended t0 almost match sales so
that the stock position hea slowly
slipped frem about 1.3 to 1.2 months
of snles since the pre-Korenn pariod.

Invensories st food stores, becauss
of the perishable nature of many of
the producta corried, have a very rapid
tornover. Thiz factor tends o hold
down the overnll stock-=ales ratio for
sll nondurables; the tatios for apperel
ond genersl merchandize stores are
higher than the avernge for all durable
goods stores. Tt is intaresting to note
that despite tha fact that many Food
atores have been increasing their diver-
sification into such nonfood lines as
apparel, appliances, bovks and phone-
geaply recorda—egooda with & consider-
ably stower turnover than foed prod-
nets—tha stock-snles iniio has remained
relatively atable ot 0.7.

Apparel and general maerchandise
atocks

Apparel stocks had ineressed from
mid-1958 through the end of 1960 fo
1 high of $3.4 billion. Thers was some
decline early in 1961 but thereaftsr the
risg wos resumed and by November
boolr values ware back to the previsus
Ligh. 3Sales, which had shewn little
buoyancy for two vears, strengthonad
in recsnt montbe to reach rocord rates
in the finpl quarter of 1961. The cur-
rent stock-sales ratio nb apparel stores
at 2.9 months has shown no significant
trend in $he last fow yemrs, although it
s lower than in the 1955 recovery,

General merchondiss sales too showed
no apprecizble growth in the recent
period until the seecnd balf ¢f this yeor.
Avernge sales in tho final quarter of
last yoor, eeasonally adjusted, rose
shout 7 parsent absve the firat quarter,
with December setting a new high,

Stocks at these establishments, as at
apparel stores, rose to & high in the
summer of 1983 and then, sfter a brief
period of curtailment, rose once more
to new highs by the fall of 1961.
The stock position in recent years has
been fairly stable at about 2 months of
sales.  Deprrément store stoclks this
{all have been slightly higher velative to
sales than in the comparable periods fu
1958 and 1960,



